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INDIA - KEY ECONOMIC INDICATORS 


All values in U.S.$ million unless 
otherwise indicated. Indian fiscal 
year is April 1 to March 31. 


Exchange rate: U.S.$1.00=Rs.8.70. 


Percent Estimated 
1975-76 1976-77 Change 1977-78 
A B B/A Cc 
INCOME, PRODUCTION , EMPLOYMENT 
GNP at Current Prices ($ billion) 80.39 82.80 ; 91.00 
GNP at Constant (1960-61) Prices ($ billion) 29.26 29.85 . 31.34 
Per Capita GNP, Current Prices ($) 133.98 135.29 ‘ 145.83 
Industrial Production Index (1970=100) 122.7 135.3 : 142.0 
Agricultural Production Index 148.6 141.0 J 150.0 
(1959/60-61/62=100) 
Labor Force (million) 197 201 : 205 
Number of persons registered at 9.4 10.2 ‘i it 8 
Employment Exchanges (million) 


MONEY AND PRICES 

Money Supply with Public 17,936 19,730 
Interest Rates (Commercial Bank) (percent) 14.0 14.0 a/ 
Wholesale Price Index (1970/7 1=100) 176.4 . 189.0 
Consumer Price Index (1960=100) 301.0 - 321.0 


BALANCE OF PAYMENTS AND TRADE b/ 


b 
Gold, SDRs, and Foreign Exchange Reserves Z2/ase 3,746 ‘ 5,400 


External Debt 


Annual Debt Service 


Overall Balance©& 
Balance of Trade 


9,574 
766 
607 
-1,405 


10,190 
841 
1,910 
81 


11,700 
860 
2,125 
230 


Exports, POR a/ 4,647 5,901 27.0 6,670 
U.S. Share 548 708 29.2 750 
Imports, CIF 6,052 5,820 -3.8 6,440 
U.S. Share’ 1,290 1,135 -12.0 750 


Principal imports from U.S.(1976): foodgrains ,666; machinery and transport equipment,215. 


a/ 186.5 as of October 1, 1977 compared to 177.5 in the same 1976 period. 
b/ Estimated $4,900 million at the end of October 1977. 

c/ Current and Capital Accounts Balance. 

d/ Calendar year figures (1975, 1976, 1977). 


Sources: GOI Central Statistical Organization, Reserve Bank of India, GOI 
Ministry of Commerce, U.S. Department of Commerce, World Bank. 





SUMMARY 


India's economic growth in 1977-78 should be above average, perhaps 
4-6 percent, primarily because the third consecutive year of good 
monsoons is likely to bring about a record or near-record rice crop and 
improved production of commercial crops over last year. On the other 
hand, the industrial sector is facing several difficulties, particularly 
labor unrest, slack consumer demand, power shortages and higher input 
costs. The Janata Government has yet to formulate its major economic 
policies, and there is considerable uncertainty how it will implement 

its objectives of emphasizing agriculture and small scale labor intensive 
industries. 


Although there has been considerable criticism from the opposition about 
rising retail prices of some essential consumer goods, wholesale prices 
have been relatively stable in the past few months. The average inflation 
rate (based on wholesale prices) this fiscal year may be in the range of 
6-8 percent. However, the budget deficits of the Central and state 
governments are expected to be higher than originally projected. To 
alleviate the problem of insufficient rupee resources the Government is 
hoping to increase the rates of private savings and investment. 


India had a foreign trade surplus of about $80 million last fiscal year, 


and another surplus of perhaps $200-250 million is expected in 1977-78. 
Both increased exports and the cessation of commercial foodgrain imports 
are the major reasons for this improved trade balance. Earnings from 
exports and tourism, external aid disbursements of around $2 billion per 
year, and remittances from Indians abroad have caused record foreign 
exchange reserves of almost $5 billion. The Government has been 
attempting, without significant success, to use its reserves by implementing 
a more liberal import policy. 


Total trade between the U.S. and India in CY 1977 is expected to amount 

to around $1.5 billion and be about in balance. India is a good market 

for U.S. exporters of sophisticated equipment and spare parts for 

computer peripherals, electronics, communications, oil exploration, mining, 
construction, and process control. U.S. direct investment in India 
continues to be approximately $360 million, and the foreign investment 
climate in India remains uncertain. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Last fiscal year India's GNP increased by close to two percent. In 
1977-78 the economy is expected to grow at a faster pace, perhaps 

4-6 percent. With an annual population growth rate of around two 
percent, per capita income in 1976-77 was essentially stagnant. India 
has a population of over 600 million and each year there is a net addition 
of 12-13 million persons and 4-5 million entrants into the labor force, 
resulting in rising unemployment and underemployment. In 1976-77 
(the last year of the Emergency) just over eight million Indians were 
sterilized, but because of the excesses committed then, the family 
planning program is now suspect by many segments of the society and 
is not now being aggressively promoted by the Janata Government. 


Agricultural Sector 


The third consecutive good year of summer (southwest) monsoons will 
have a very favorable impact on the crucial agricultural sector. The 
prospect for a record or near-record rice (fall) crop not only will boost 
the overall growth rate in 1977-78 but also should tend to keep food 
prices relatively stable. Total foodgrain output in 1977-78 may approach 
the record 121 million MT achieved in 1975-76 and well above the 111.6 
million MT last crop year. Increased production is expected in a number 
of cash crops, such as peanuts, cotton, tea and jute. The Government 
now has approximately 20 million MT of foodgrains (mostly wheat) in 
storage, some of it under inadequate temporary arrangements that 
increase the risk of substantial losses from rain and pests. This year's 
harvest will further strain the country's grain storage facilities. The 
International Development Association (IDA) has reached agreement to 
provide $100 million for an additional 3.5 million MT in permanent 
storage space. 


The present comfortable foodgrain situation and the Janata Party's 
preference for free trade in foodgrains have enabled the Government to 
abolish, effective October 1, all zonal restrictions on the movement of 
both rice and paddy. (Zonal restrictions on wheat were ended earlier this 
year.) This should improve distribution, even out pricing, and alleviate 
the budgetary burden of food subsidies and stocks. The procurement 
target for rice during the present marketing year has been eliminated. 
Further, the price support for chickpeas, a major pulse crop, has been 
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increased by over 30 percent to improve a deteriorating supply/demand 
imbalance of a commodity that constitutes a major source of protein 
in the average Indian's diet. 


In line with its policy of placing greater priority on the agricultural 
sector, the Government hopes to quicken the pace of land irrigation 
(now approximately 110 million acres, almost one quarter of total 
cultivable land). However, much needs to be done to improve the 
utilization and efficiency of present irrigation systems. Numerous 
practical difficulties (e.g. insufficient state government funds) have 
prevented or slowed the implementation of food for work projects that 
would reduce the stockpile of foodgrains and create rural jobs. Such 
programs as land reform and debt relief to help the rural poor have 
largely stalled. 


Industry 


The industrial scene in late 1977 shows some trouble spots. In contrast 

to the 1975-77 Emergency period, the labor situation has been characterized 
by an increasing number of work stoppages and consequent production 
losses. Many segments of organized labor hope to obtain bonus payments 
higher than the 8.33 percent minimum and some even more than the 
permissible maximum of 20 percent, to regain the purchasing power lost 
since 1973-74. There is also labor pressure to deny the bonus exemption 
to money-losing units. Slack consumer demand for some industrial products 
has inhibited investment in new plant and equipment, despite a liberalized 
import policy and the Government's attempt to stimulate private sector 
investment. There is concern that the inadequate level of new investment 
will result in future shortages of domestically produced goods. Since 
profits of many companies have eroded, the Government has decided to 
allow a higher rate of return (on the basis of the net worth of a company 
rather than on total capital employed) to firms that produce price-controlled 
commodities. Business leaders continue to complain about the high cost 
and occasional unavailability of inputs as well as high interest charges 
and the lack of sufficient credit. Regional power shortages have adversely 
affected industrial output, particularly in the Bombay, Calcutta and 

Madras metropolitan areas and in Karnataka. A subcommittee of five 
cabinet ministers established to decide how to overcome these power 
shortfallsis considering faster approval of new power plants and possible 
import of foreign power generating equipment. 





During April-June 1977 the industrial production index was six percent 
higher than the comparable 1976 period. The Government is hoping 
for a 7-8 percent rise in manufacturing output in 1977-78. However, 
in view of the record growth (10.3 percent) in the index in 1976-77 
and present constraints, industrial production is now expected to 
increase in the range of 5-7 percent this fiscal year. 


Monetary and Fiscal Developments 


Top Government officials have placed very considerable emphasis on 
containing inflationary pressure, particularly the rising retail prices 

of some essential consumer items. Wholesale prices have been 
relatively stable in recent weeks, however. At the end of September 
1977 the wholesale price index was 2.4 percent higher than six months 
before and five percent more than in September 1976. Consumer prices 
have been increasing at a faster pace this fiscal year (4.8 percent from 
April through August) but with some time lag are beginning to reflect the 
more modest wholesale price rises. The average inflation rate (based 

on the wholesale price index) may be around 6-8 percent this fiscal year. 


The Government is considering the establishment of a buffer stock of 
edible oils and oilseeds (up to 400,000 MT) hoping to achieve price 


stability and provide a steadier supply of raw materials to processors. 
The Reserve Bank of India on the other hand has been able to moderate 
the rise in the rate of the money supply. At the end of September 1977 
the money supply had increased by 4.5 percent since April 1 compared 
to 14.4 percent in the twelve preceding months. 


The Central Government's projected 1977-78 expenditures and revenues 
are approximately $18 billion, with a planned deficit of only about 

$100 million. However, the Government has included in the category 
of revenues the proposed borrowing of over $900 million in foreign 
exchange reserves from the Reserve Bank of India to import goods and 
services on Government account. This proposal has led to skepticism 
about the capacity of the Government to import on its own account such 
a substantial quantity of goods this year as well as criticism that it is 
not a regular budgetary procedure and therefore hides the true magnitude 
of a higher Central Government budget deficit. Many state governments 
are also having higher than expected deficits requiring them to borrow 
from the Center. These deficits are a reflection of an inadequate taxation 
system resulting in insufficient rupee resources to carry out needed 
development projects. 





Economic Policies and Plans 


The Janata Government has pledged to give increased priority and 

funding to the agricultural sector, small scale and cottage industries, 
and employment generation. How this can be done without causing 
renewed inflationary pressure or cutting back on social services and 
other programs is a crucial question. The Government has had difficulty 
in formulating a new industrial policy. The future relationship of the 
public and private sectors, including the extent of government economic 
controls in such areas as prices, industrial licensing and imports, still 
has to be worked out, as does the comparative roles of large and small 
firms in the economy. The policy of encouraging labor intensive industry 
has gained general acceptance, but how this will affect the future growth 
of capital intensive businesses (e.g. petrochemicals) is still unclear. 


The Government has decided on a major change in the planning system. 
In addition to annual and fixed five year plans, there will now bea 
rolling five year plan that will be revised and extended each year. The 
first year of the new system will begin on April 1, 1978, thereby 
terminating the current five year plan one year ahead of schedule. 
Government leaders claim that the new arrangement will allow a more 
continuous planning process as well as more realistic and flexible plans, 
but it remains to be seen how it will be implemented. 


Balance of Payments 


A dramatic reversal has occurred in India's foreign trade. According to 
preliminary revised data, there was a trade surplus of around $80 million 
last fiscal year following a deficit of $1.4 billion in 1975-76. This 
favorable trend has recently continued with a recorded trade surplus of 
approximately $190 million during April-August 1977. For the fiscal year 
as a whole a relatively modest trade surplus of $200-$250 million is now 
expected. 


India's export drive continues to be a major success story. Exports this 
fiscal year are projected to be almost $6.7 billion, an increase of 13 
percent over 1976-77. The biggest export earner in 1977-78 is anticipated 
to be engineering goods ($750 million), followed by cotton textiles ($630 
million) and tea ($520 million). In addition to engineering goods and tea, 
significant increases in the value of exports this year are likely from iron 
and steel products and gems and jewelry, particularly cut and polished 





diamonds. The Government is concerned about exports of essential 
commodities that lead to domestic shortages and is considering 
changes in its export and import policies in this regard. 


Imports into India are expected to increase by about 11 percent over 
1976-77 to slightly over $6.4 billion. The major import item continues 
to be petroleum ($1.8 billion anticipated in 1977-78). The Government 
is attempting to implement a liberalized import policy with plans to 

buy power generating equipment, ships and some consumer items (e.g. 
watches), but significant concrete results have not yet appeared in the 
trade figures. In 1977-78 major import increases are anticipated for 
machinery and transport equipment, edible oils, and cotton and synthetic 
fibers. On the other hand, no foodgrain imports through commercial 
channels are expected this fiscal year. 


During April-September 1977 remittances from Indians abroad (notably in 
Middle Eastern countries) have averaged approximately $165 million 

per month. These inflows are expected to continue at around this rate 
in the coming months. In addition, foreign exchange earnings from 
tourism and shipping have been rising. Gross foreign aid disbursements 
are estimated to remain at around the $2 billion per year level. India's 
external debt payments in 1977-78 will be about $860 million, clearly 
manageable in the context of the country's improved balance of payments 
position. As a result of these factors, India's foreign exchange reserves 
are anticipated to grow further to approximately $5.4 billion (about 10 
months worth of imports) by the end of the 1977-78 fiscal year. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


Trade between the U.S. and India in 1977 is expected to total approximately 
$1.5 billion, compared to $1.8 billion in 1976. This bilateral trade will 
probably be close to balance this calendar year, in contrast to the usual 
pattern of U.S. exports to India being dominant. During January-September 
1977 U.S. exports to India were $550 million and U.S. imports from India 
were $572 million. The U.S. remains India's largest trading partner. 


Whereas the U.S. share of the Indian market was almost 25 percent last 
year, it may be only about 15 percent or even less in 1977. The major 
reason for this drop has been the temporary cessation of commercial 





shipments of U.S. foodgrains. Imports of edible vegetable oils and 
cotton (including from the U.S.) are expected to decline in the 

coming fiscal year. On the other hand the Government's desire to 
implement a liberalized import policy and to use its growing foreign 
exchange reserves provide good opportunities for selling American 
equipment and spare parts to India. U.S. exporters should pay 
particular attention to such areas as mining, gas and oil exploration, 
power generation, electronics, process control, computer peripherals, 
chemicals, synthetic fibers and telecommunications. 


American companies have recently won important contracts in several 
sectors of the economy. Brown and Root has been given the contract 
to build two subsea pipelines (oil and gas) from the offshore Bombay 
High oilfield to terminal facilities in the Bombay area. Several U.S. 
firms will be involved in the expansion of a cold rolling mill for the 
Russian-built Bokaro steel complex. The Kudremukh project, being 
developed by Met-Chem Consultants, a Canadian subsidiary of U.S. 
Steel, is expected to begin delivery of iron ore concentrates to Iranian 
steel mills in 1980, according to schedule. Also, there are opportunities 
for joint ventures in the development of India's vast bauxite reserves, 
including the construction of alumina production facilities, and the 
processing of iron ore deposits. 


Investment 


According to the U.S. Department of Commerce, at the end of 1976 U.S. 
direct investment in India amounted to $362 million, down slightly from 
the previous year primarily because of required equity disinvestment by 
EXXON and CALTEX. Most U.S. firms here are in three areas: chemicals 
and allied products ($103 million), machinery ($83 million) and petroleum 
($70 million). In 1976 adjusted earnings on U.S. direct investment in 
India amounted to $26 million, resulting in a rate of return of just over 
seven percent (about one half the world wide average for U.S. investment 
in foreign countries). 


Foreign businessmen have not been eager to invest in India because of 
government regulations and insufficient domestic consumer demand. In 
particular, the Foreign Exchange Regulations Act (FERA) limits foreign 
equity holdings to 40 percent unless a firm produces priority, technically 
sophisticated and/or exportable goods in which case foreign equity can 
be up to 74 percent. The new Government has indicated that it intends 





10 


to implement fully the FERA guidelines. Practically all of the American 
companies operating in India have reached agreement with the Government 
on compliance with the FERA. However, in recent weeks both Coca Cola 
and IBM decided they could not accept the equity dilution requirement 
and so will probably terminate their operations in India. The outlook for 
any substantial foreign investment here remains uncertain, despite the 
country's need for highly developed technology from western countries. 


Nevertheless, American businessmen should be aware of selected investment 
opportunities. Technical collaboration with Indian firms is one possibility. 
Also, the Government of India is very much interested in cooperation 
between U.S. and Indian firms in bidding for third country projects, 
particularly in the Middle East and Southeast Asia. India is developing 
growing experience in the construction field (e.g. airports, housing) in 
foreign countries and has the capacity to build power projects and modern 
fertilizer plants. Indian firms can best supply low cost equipment and 
technically trained personnel, but often need high technology items and 
managerial expertise from the advanced industrial countries. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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market 


researcn 
tool 


INDEX TO FOREIGN MARKET REPORTS U.S. Foreign Service Officers are received 
can be such a tool. Published by the U.S. and indexed each month. 

Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 _ For additional information 
countries. or to subscribe, write 


Included is all in-depth market research ational Technical Information Service 


performed by Commerce's Bureau of Inter- gox 1553, Springfield, Virginia 22161 
national Commerce (BIC) required for the 


target industry program or in support of the BIC’s Export Information Division 

Department's participation in international Room 1063, U.S. Department of 

promotional events. Commerce, Washington, D.C. 20230. 
About 100 reports sent to Washington by Telephone 202-377-2504. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 





